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A matured Treasury market is composed of three consecutive markets: 
WI(When,as,if as issued) market before Treasury auction, Treasury auction and 
resale market after Treasury auction which includes repo(repurchase agreement) 
market and reverse repo market. There may be different players who play or 
trade in the above markets. Their game results are directly influenced by 
different Treasury market mechanisms. This paper applies both game theory and 
experimental economics to the following mechanisms: a mechanism in which 
the traders in the WI are not allowed to bid in the Treasury auction and a 
mechanism in which either the informed trader or the insider in the WI tenders 
in the Treasury auction. It comes to a conclusion of short and long game 
equilibrium from the conditional analysis of short squeezes, the comparison of 
the player’s revenue and their pure strategies. Furthermore, It considers the 
influence of Compulsive Subscription(CS) or Supperaddition Option(SO) on the 
game’s results. This paper tries to provide some policy implications on our 
Treasury market by the theoretical and experimental comparisons of the 
different auction mechanisms. The results are as follows:
Firstly, from the view of reducing manipulation, under the different market 
surrounding, among all the compared mechanisms, the best is which the 
informed trader tenders in Dutch auction(namely,UPA), the worst is which the 
informed trader tenders in American auction(namely,DA) under their CS. Under 
the same market surrounding, UPA is better than DA in cutting down 
manipulation.
Secondly, from the view of expected revenue, under equilibrium with no 
manipulation, UPA is better than DA in all considered mechanisms; and yet, 
under equilibrium with manipulation, the result holds true only when the insider 














Thirdly, CS has no influence on any player’s pure strategy and does not 
change the extend of short squeezes when the informed trader in the WI does not 
take part in the Treasury auction, still further, the market maker will benefit 
from his exerting the SO under the CS. The short squeezes disappear and the 
player’s pure strategies will be changed when the CS is added under the 
circumstances of which the informed trader or the insider tenders in the Treasury 
auction. Furthermore, under which SO is exerted after CS, any player’s strategy 
is not changed when the market maker oversell in the WI. If the market maker 
buys long in the WI, and then, whether SO is exerted or not should be taken into 
consideration.
The novelty of the paper lies in the two aspects: one is the researching 
method, of which the paper applies asymmetry information & dynamic game 
theory to the Treasury market mechanism and applies experimental economics 
to the comparison of Treasury market mechanisms. The other is researching 
direction, of which both CS and SO are further studied under the two traditional 
Treasury auction formats. I hope that the above will supply a gap and contribute 
to our Treasury market.
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